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FRINGE  BENEFIT  COSTS  IN  FOOD  INDUSTRIEsX 


< 


During  World  War  II  when  direct  wage 
increases  were  not  allowed,  the  War 
Labor  Relations  Board  permitted  com- 
panies to  augment  wages  by  indirect 
means,  which  it  termed  "fringe  benefits,," 
Because  of  the  tight  labor  market,  em= 
ployers  quickly  took  this  cue  and  devised 
ingenious  methods  to  attract  workers. 
Premium  pay  for  overtime  was  no  longer 
sufficient  to  draw  workers,,  Today,  fringe 
benefits  are  so  substantial  that  "fringe" 
seems  a  misnomer,,  Internal  Revenue 
Service  data  (table  9)  show  that  the 
aggregate  costs  of  pension  plans  and  other 
fringe  benefits  reported  by  corporations 
manufacturing,  wholesaling,  and  retailing 
food  products  was  $474.7  million  in  I960, 
about  114  percent  more  than  in  1954. 
During  the  period  the  total  bill  for  mar- 
keting farm- originated  food  products  in 
the  United  States  increased  a  third  (table 
5,   p.    17).     Fringe  benefits  seem  destined 


to  become  an  increasingly  important  part 
of  the  food  marketing  bill.  Also,  fringe 
benefits  are  one  of  the  more  inflexible 
costs  of  food  marketing  firms. 

Estimates  of  fringe -benefit  costs  vary 
because  they  do  not  include  identical  com- 
ponents. Most  estimates  include  contri= 
butions  to  pension  plans,  social  security 
taxes,  and  paid  vacations;  a  few  do  not. 
Items  often  classified  as  fringe  benefits 
include  payments  for  hospitalization  and 
medical  care,  welfare  fund  contributions, 
free  meals,  and  pay  for  time  not  worked 
(such  as  coffee  breaks,  rest  periods, 
holidays,  sick  leave,  National  Guard  and 
reserve  duty,  and  voting  time). 

It  was  not  until  1953  that  the  Internal 
Revenue  Service  required  corporations  to 
itemize  fringe- benefit  payments.  For  tax 
purposes,   the    IRS   defines  fringe  benefits 


Table   9. — Contributions   to  pension  plans   and  other  employee  benefits,    food 

marketing  corporations,    1954-60 


Food  and 

kindred 

Wholesale 

food 

Retail 

food 

products  manufacturing 

trade 

trade  1/ 

Year 

Total 

Pension 

Other 

Pension 

Other 

Pension 

Other 

plans 

benefits 

plans   '  benefits 

plans 

benefits 

Million 

Million 

Million 

Million 

Million 

Million 

Million 

dollars 

dollars 

dollars 

dollars 

dollars 

dollars 

dollars 

1954 

98.2 

53.4 

9.8 

4.8 

37.1 

18.8 

222.1 

1955 

112.8 

59.7 

11.2 

6.2 

41.2 

22.2 

253.3 

1956 

;    110.6 

66.4 

12.1 

4.8 

49.4 

30.1 

273.4 

1957 

:    127.5 

81.1 

15.2 

8.1 

61.3 

42.2 

335.4 

1958 

164.1 

106.5 

17.4 

8.9 

54.3 

43.1 

394.3 

1959 

176.6 

120.4 

15.5 

11.5 

58.0 

51.5 

433.5 

1960 

:   185.6 

134.9 

17.7 

11.7 

64.4 

60.4 

474.7 

1/  Retail  food   siores ;   does  not   include   eating   and  drinking  places. 

Source  Book  of  Statistics   of  Income,    Internal  Revenue  Service,   Washington,    D.    C. 

1/     Prepared  by/  Mrs.      Toledo JGhumley J  Marketing  Economics  Division,    Economic 
Research  Service,'  USDA. 
ERS-l^R.      Reprinted  from  the  Marketing  and  Transportation  Situation,    August  1963. 

U.    S.    Department  of  Agriculture,    Economic  Research  Service,    Marketing  Economics 
Division. 
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as: 


"Numerous  forms  of  compensationyou 
may  pay  your  employee  in  an  indirect 
way,  such  as  through  insurance,  hos- 
pitalization, medical  care,  etc.  These 
forms  of  compensation  are  usually 
referred  to  as  fringe  benefits,,'  They 
are  deductible  as  a  business  expense 
provided  they  meet  the  requirements 
o  o  c  Ordinary  and  necessary  .  .  .  when 
added  to  all  other  forms  of  compen- 
sation,   are    reasonable  in  amount/'  2/ 

The  contributions  to  pension  plans  and 
other  fringe  benefits  in  table  9  are  those 
reported  by  food  marketing  corporations 
in  accordance  with  this  definition.  These 
contribitions  do  not  include  social  security 
and  unemployment  insurance  taxes  and  pay 
for  time  not  worked. 


The    Growth    of   Fringe    Benefits    in   Food 
Marketing  Industries 


Corporations     manufacturing    food    and 


kindred  products  accounted  for  two-thirds 
of  the  total  fringe  benefits  in  I960  in  the 
food  marketing  industries  (table  9).  These 
corporations  employed  two-fifths  of  the 
equivalent  full=time  employees  in  food 
marketing  industries.  Retail  food  stores 
accounted  for  approximately  two-fifths  of 
the  employees  and  a  fourth  of  the  cost 
of  fringe  benefits.  Fringe  benefits  in 
food  manufacturing  were  larger  relative 
to  number  of  employees  than  in  the  other 
food  marketing  industries.  The  average 
size  of  manufacturing  corporations  was 
larger,  and  union  membership  was  more 
extensive. 

Contributions  to  pension  plans  accounted 
for  about  56  percent  of  the  fringe- benefit 
costs  in  1960  (table  9).  Costs  of  other 
types  of  fringe  benefits,  however,  in- 
creased at  about  twice  the  rate  of  in- 
crease in  pension  funds  from  1954  to 
I960.  The  rate  of  increase  for  other 
fringe  benefits  was  particularly  rapid  in 
the  retail  food  trade  in  which  the  increase 
was  more  than  200  percent  compared  with 
74  percent  in  the  cost  of  pension  plans 
(table  10). 


Table    10. --Annual  percentage   change    in  contributions   to  pension  plans   and  other 
fringe  benefits,    food  marketing   corporations,    1954-60    1/ 


Food  and  kindred 
'products  manufacturing 

Wholesale 

food  trade 

Retail 

food  trade 

Year 

Pension 

Other 

Pension 

Other 

Pension 

Other 

plans 

\   benefits 

plans 

'   benefits 

plans 

benefits 

Percent 

Percent 

Percent 

Percent 

Percent 

Percent 

1954-55 

14.9 

11.8 

14.3 

29.2 

11.1 

18.1 

1955-56 

-2.0 

11.2 

8.0 

-22.6 

19.9 

35.6 

1956-57 

15.3 

22.1 

25.6 

68.8 

24.1 

40.2 

1957-58 

28.7 

31.3 

14.5 

9.9 

-11.4 

2.1 

1958-59 

7.6 

13.1 

-10.9 

29.2 

6.8 

19.5 

1959-60 

5.1 

12.0 

14.2 

1.7 

11.0 

17.3 

1954-60 

89.0 

152.6 

80.6 

143.8 

73.6 

221.3 

1/   Calculated   from  data   in   table    9. 


2/    Tax  Guide   for  Small  Business,  the  Internal  Revenue  Service,  Washington,  D„  C, 
1963,  p.  37. 
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Fringe  benefits  (other  than  pension 
plans)  have  increased  faster  than  wages 
and  salaries  in  the  food  marketing  in- 
dustries. Year-to-year  increases  infringe 
benefits  exceeded  12  percent  each  year 
from  1955  to  I960  and  amounted  to  30 
percent     from    1956    to     1957     (table     11). 


The  total  cost  of  fringe  benefits  in  I960 
was  169  percent  higher  than  in  1954. 
During  the  same  period  annual  increases 
in  wages  and  salaries  never  exceeded 
15  percent,,  Wages  and  salary  payments 
totaled  34  percent  more  in  I960  than 
in  1954, 


Table  11. --Annual  percentage    change    in   total   wage    and    salary  payments    and    in   fringe 
benefits   other   than  pensions,    food  marketing   corporations,    1954-60 


Item 


Total  wage  and  salary 
payments  1/ 

Fringe  benefits  other 
than  pensions  2/ 


1954-55  :   1955-56  ]      1956-57  j   1957-58  j   1958-59  \      1959-60 


Percent    Percent    Percent    Percent    Percent    Percent 


5.5 


14,4 


14.3 


15.0 


9.7 


29.7 


20.6 


8.6 


15.7 


2.4 


12.9 


1/    Compiled   from  data   of  Department   of  Commerce   and  Department   of  Labor, 
"2/    Compiled   from  data   of  Internal   Revenue   Service;    includes   processing,   wholesaling, 
and   retailing   firms. 


Disclosure  Legislation 

Because  of  the  growth  of  fringe- benefit 
programs,  Congress  enacted  the  Welfare 
and  Pension  Plans  Disclosure  Act  in  1958 
to  protect  the  interests  of  participants 
in  these  programs,  3/  This  act  required 
administrators  of  welfare  and  pension 
plans,  with  certain  exceptions,  to  file 
descriptions  of  their  plans  with  the  De- 
partment of  Labor  by  April  1,  1959; 
subsequent  annual  reports  also  are  re- 
quired. The  act  provides  that  the  annual 
report  must  include,  among  other  infor- 
mation, the  number  of  employees  covered 
by  the  plan,  amounts  contributed  by  em- 
ployees and  employer,  a  summary  state- 
ment of  assets  and  liabilities  and  receipts 
and  disbursements,  and  a  statement  re- 
garding salaries,  fees,  and  commissions 
charged.  The  act  does  not  cover  plans 
established  by  employers  or  employees 
not  engaged  in  or  affecting  interstate 
commerce   or    covering    25    or   fewer  em- 


ployees. An  amendment  in  1962  provides 
that  plans  covering  fewer  than  100  partic- 
ipants are  exempt  from  filing  annual 
reports  unless  required  by  the  Secretary 
of  Labor.  The  information  filed  must 
also  be  made  available  to  participants  or 
beneficiaries  in  a  plan.  These  records 
are  open  for  public  inspection. 


Economic     Aspects     of     Fringe      Benefits 

The  size  and  certainty  of  fringe-benefit 
payments  are  economically  significant. 
Because  important  portions  of  fringe  bene- 
fits are  not  tied  to  the  number  of  product 
units  made  or  sold  or  the  number  of  hours 
worked,   they   act  as  "quasi-fixed  costs. 

When  hiring,  management  has  to  con- 
sider the  cost  of  fringe  benefits  in  addition 
to  wages.  When  the  same  amount  of 
production  can  be  obtained  by  overtime 
without    any    increments    in   fringe-benefit 


3/    Public  Law  85=836,  85th  Congress,  S.  2888,  Aug.  28,  1958, 
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obligations,  it  may  be  advantageous  to 
pay  overtime  wages  rather  than  hire 
additional  workers. 

There  is  also  an  increasing  tendency 
for  management  and  union  officials  to 
negotiate  increases  in  fringe  benefits 
instead  of  wages,  4/  A  meat  cutters' 
union  in  California  accepted  the  equiv- 
alence of  an  11  cents  per  hour  increase 
in  fringe  benefits  (rather  than  a  direct 
wage  increase).  Other  recent  contracts 
provide  increases  from  $3  to  $4  a  week 
per  employee  in  company  payments  to 
health  and  welfare  funds  and  boosts  of 
11.5  to  14.5  cents  an  hour  in  company 
pension  payments,,  The  growing  trend  in 
union  officials'  use  of  fringe  benefits  in 
negotiating  is  shown  in  a  study  of  fringe 
benefits  in  the  "Greater  Boston  Area," 
Evidence  is  cited  to  show  that  union 
leaders  are  reluctant  to  give  workers  a 
choice  between  a  direct  pay  increase  and 
its  equivalent  in  fringe  benefits.  5_/  Fringe 
benefits  will  continue  to  be  a  primary 
factor  in  all  future  union-management 
negotiations. 

Employers  benefit  in  collective  bargain- 
ing when  they  can  satisfy  employees  with 
increases  in  fringe -benefit  payments 
instead  of  direct  wage  increases.  As  in 
the  case  of  a  wage=rate  increase,  to  the 
extent  that  net  productivity  is  increased 
by  the  benefits,  their  real  cost  is  lowered, 
Also,  if  a  more  stable  work  force  is 
maintained,  recruitment  costs  are  mini- 
mized. Because  social  security  taxes  are 
applied  only  to  pay  increases,  substitution 
of  fringe  benefits  for  wage  increases  may 
save  employers  money.  Similarly,  this 
substitution    enables     employers   to    avoid 


higher  rates  of  overtime  payments,  which 
would  result  from  wage  increases.  Fur- 
thermore, the  cost  to  the  company  of 
group  insurance  may  be  less  than  it 
seems,  because  companies  frequently  re= 
ceive  premium  refunds  based  on  claims 
during  the  year.  In  addition,  admin- 
istrative and  clerical  costs  of  fringe 
programs  also  may  be  included  as  fringe 
costs. 

While  union  and  management  often 
appear  to  favor  fringe  benefits  rather 
than  wage  increases,  it  cannot  be  assumed 
that  every  worker  also  prefers  fringe 
benefits.  Preference    varies    with    sex 

and  age.  The  Boston  study  showed  that 
young  male  employees  were  more  inter  = 
ested  in  immediate  wage  raises  than  in 
long-term  fringe  benefits  because  of  in- 
stallment payments  and  heavy  family  ex- 
penses. Older  men  looking  forward  to 
retirement  were  found  more  receptive  to 
fringe  benefits.  Many  women  were  more 
interested  in  the  short  =  run  security  of 
paid  sick  leave  and  hospitalization.  Not 
planning  to  work  until  retirement,  they 
paid  little  attention  to  pensions  and  group 
life  insurance.  6/  Further,  employees 
must  remain  on  the  same  job  to  receive 
full  value  of  fringe  =  benefit  programs; 
therefore,  the  worker's  job  mobility  and 
flexibility  is  lowered. 

Present  tax  legislation  delays  assessing 
the  taxable  segment  of  fringe  benefits 
until  they  are  actually  received.  This 
is  incentive  for  labor  to  negotiate  for 
greater  fringe  benefits.  Hence,  fringe 
benefits  seem  destined  to  become  in- 
creasingly important  in  explaining  changes 
in  the  marketing  bill. 


4/  If  the  food  marketing  industries  follow  patterns  of  labor  contracts  and  agreements 
established  by  other  major  industries,  the  trend  will  be  toward  more  leisure  time 
in  the  form  of  paid  vacations  and  holidays.  For  example,  last  year  the  United  Steel- 
workers  made  an  agreement  with  can  makers  providing  that  employees  with  15  years 
seniority  get  a  13-week  paid  vacation  every  5  years,  and  in  intervening  years  continue 
to  receive  the  regular  3-week  vacation.  In  June  1963,  USWA  and  11  steel  producers 
agreed  to  a  13- week  vacation  every  5  years  for  the  senior  half  of  each  firm's  hourly 
work  force.  In  July  this  year,  the  USWA  made  a  similar  agreement  with  5  major 
aluminum  producing  firms.  Starting  next  year,  most  blue-collar  aluminum  workers 
will  be  given  a  10-weeks  vacation,  with  13  weeks  pay,  once  every  5  years. 

5/   Francis     M.    Wistert    Fringe    Benefits,    (New    York:      Reinhald  Publishing  Corp., 
1  959),  p.  5.  

6/   See  page  5  of  source  cited  in  footnote  5.  f.  X.  nfcfl.  flf  MMCUTVflE 
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